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Preface 



rpHis MoNOTRAPH HAS BEEN DESIGNED to encourage and assist college and uni- 
jl versity officers atjnstitutions having permanent funds to make a public zcpeU 
of the stewardship of those funds. Lucid, attractive reports demonstrating profei^- 
bional management of invested assets should reassure donors, generate confidence 
on the pan of alumni and friends of the institution, and provide a concrete account- 
ing of the trust placed in the institution to have and to hold such assets. 

The study provides broad yet detailed coverage. It includes the areas of general 
concern to most readers of reports on the manapment of endowment assets and it 
describes and demonstrates reporting formats and performance measurement tech- 
niques. It is not, however, intended to be prescriptive; each institution will wish to 
"pick and choose" ideas and techniques that.best suit its owr^, unique.situation. 

The project to develop this paper was made possible by a grant from the Ford 
. Foundation, enabling NACUBO to have another "how to" study available to 
institutions of higl^er education. Members of the NACUBO Inyestment Cgmmittee 
also hereb]/ acj^nowled^c Leigh A. Jones, whose participation in this project was 
considerable. * ' , . ' / 

It i.s hoped that lisers of this monograph will find it helpful in developing more 
extensive and meaningful reports on the management of assets entrusted to their 
institutions. 



March 31, 1975 NACUBO Investment Gommittee 
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Introduction . . • 

r 

MUCH HAS .BEEN SAID and written about ihe need for measuring accurately and 
improving the investment performance of college and university endowment 
funds, but littJe has been written about how colleges and universities should report 
on the status and performance of the investments of endowment funds. Accordingly, 
it is the intent of this treatise to set forth some basic guidelines for such reporting. 

, ,When guidelines for reporting are adopted, a number of questions should be. 
considered: For whom should the reports be prepared? What information should be 
included? When should the reports be distributed? Should information be recorded 
on a book or market value basis? How should performance data be computed? With 
what indexes shoi^ld the performance data be compare^? In addition ^o annual 
financial statements, there are needs for spetcial investment reportslor public dis- 
tribution as well as internal management reports. External reports should be pre- 
pared.annually, but internal reports should be prepared quarterly or more frequently. 
Data ilj^t might be included in each of these types of reports are set forth herein, as 
are methods of calculation of various performSnce figures. 

Although in annual financial statements, the reportirig of investments at cost 
historically has been the accepted method, the book value concept for;^reporting 
endowment fund assets has Ijmitcd utility. For example, if performance of invest- 
ments is to be measur^, market values are required. Reporting of investments of 
endowment funds at cost, even though market valuations are shown parenthetically 
or in the notes to financial statements, can also raise questions if there is no identifi- 
cation of the method of distribution of unrealized appreciation or depreciation 
among the various true, term, and quasi-endowment fund^. 



External Investment Reports 

WHERE DOE^^THE EXTERNAL REPORT, prepared ^primarily for distribution to the 
public, fit into the scheme ojf reporting on investmejils of endowment and other 
permanent funds? If an institution has prepared a J^asic internal investment report 
and published its annual financial statements, is a separate external report necessary? 

For some institutions an external report may be unnecessary because either the 
size of the endowment fund does not appear to warrant its preparation or the public 
to which the institution expects to report is small. In these cases thelntcmal report 
, may be expanded to include information on the investment portfolio, and this ex- 
panded report will serve as the external report to a limited public. 

The external report discussed here is one that should be prepared by those 
institutions fifiVing significant investment funds. Institutions that have their own 
in-house inveStihent management team often feel more compelled to publish an 
^external report than do institutions that delegate the jnan^gement of their funds to 
investment management firms. Whether investments are managed internally or ex- 
ternally should not be a criterion in deciding whether to publish an external report. 

The objective and purpose of an external report should be to provide public 
information concerning the nature of the investment funds handled by the institu- 
tion and the performance of these funds. The institution should show in this report 
that proper fiduciary responsibility has btpn exercised over the funds. Accordingly, 
it is not necessary for an external report to include as much detailed information as 
is contained in an internal report, but the external report should contain more infor- 
mation about investtnents than normally is found in annual financial statements. A 
prime' objective of the external report should be the presentation of sufficiently 
sophisticated material to convince the reader that the institution knows what it is 
doing and has managed its funds well. 

It is important to note that the external report, more than the internal invest- 
ment report and the annual, financial statement, may differ among institutions. 
Differences occur because of the size and nature of the funds, because institutions 
prepare reports for different types of publics, and because investment objectives 
may var>. As a result, each institution may emphasize different aspects of the report. 



Quality of Reports 

Prbfessional help generally is desirable to assist with the layout, editing, and 
printing of the external report. Persons responsible for the funds must decide on 
the content of the report, but professional assistance should be utilized in order to 
create a publication \hat will clearly and j)rofessionally describe ihe fiduciary re- 
sponsibility cxercised by the institution. Man> readers of external investment reports 
are fmnijiar with annual corporate reports, and consequently a report that is poorly 
prepared can leave a negativelmpressiori. 

While the report need not have a fancy cover or be expensively printed in color, 
it should be done expertly. Many large institutions .have this kind of expertise 
i^i'house. Large commercial printing firms that print annual corporate reports also 
can provide this type of assistance. 

Nature of Funds . - . 

Because of the desire for individuality, the layout of the material in the external 
report may differ among institutions. However, in all cases there should be an 
introduction that clearly describes the nature of the funds being reported. This sec- 
tion should describe the .ype of funds (endowment, pension, annuity, life income, 
etc.) covered by the report and sHould provide a summai^ of the changes that took 
place in funds during the year, such. as total additions, total withdrawals, and market 
value changes. Performance highlights for the year also might be described. This 
section should give the reader an understanding of wjiat the report covers, so that 
in progressing through the material, the reader will have a better understanding of 
how the detailed information fits'into the larger picture. 

Summary of Market Conditions 

In order to present a background against which investment objectives and per- 
formance information can be evaluated properly, a section on market conditions 
during the period under review should be included. This section might be only a 
summary of thb changes in the major market indexes^ On the other hand, if might 
go so far as to discuss the economic environmental faptorsj influencing market per- 
formance. The external report, customarily prepared'a month or so after the end 
of the reporting period, must be in agreement with the pub/i>hed financial statements 
of the institution, which typically require a longer tinie .to prepare. It should provide 
a review of principal market movements during the^jear^. Most iparket comnjentaries 
and summaries are prepared on a calendar-year basis, jout sflc]^ information will be 
more helpful if it is presented to cover the fisfial year of the institution. 

Again, it is important to emphasize that the report should portray tfie quality . 
of investment management. If this section depicts a clear understanding of economic 
factors aflFecting the marketplace, even on the basis of hindsight, a big step wilt be 
taken in accomplishing this objective. - 

Particular emphasis should be given to the market conditions in those areas 
(money markets, fixed-income securities market, equity market, real estate market, 
etc.) where theinstitution has large amounts of money invested. Fixed- income and 




equity securities probably comprise the bulk of most investment portfolios, and 
market conditions covering^jhe^ areas should be reviewed thoroughly. ^ 

Objectives and Policies 

The investment objectives of the fund should be clearly enunciated in the ex- 
ternal report in order to provide the reader with background information with which 
to evaluate performance. If the fund being reported on a single-purpose fund 
with a single investment objective, such as growth of principal, this can be done 
quite simply. On the other hand, when there are several types of funds with differ- 
ent investment objectives being reported on, i.e., pension Junds, endowment funds, 
life income funds, annuity funds, etc., the statement of objectives necessarily be- 
comes more lenjgthy and jnore impoi;tant. When several different funds are being 
reported on, the report may be divided into sections for each type of fund— with 
objectives and pcrform*ance discussed for cacii fund. These sections presumably 
would appear after the summary of market conditions. 

When it might not be clear to an uninformed reader, the particular purposes of 
a fund should be described, followed by a statement of the investment objectives 
and procedures that were adopted to fulfill these purposes. It is particularly impor- 
tant to set forth any change in policy or procedure that may have taken place since 
the last report. When a policy on social responsibility in investing has been adopted 
by the institution, the policy and its limitations should be described. 

Performance 

.Presenting the investment performance results is an important purpose of the 
external report. Considerable care should be given to the manner in which these 
results are shown.^ Ii) addition to reporting performance for the current period, a 
longer-t^rm perspective also should be provided. 

Performance for the period should be presented in various ways, but particu- 
larly as to changes in unit values, both of principal and on the total return basis 
(yield plus increase or decrease in market value). This should be reported even 
when the objectives of the fund are entirely to generate maximum current yield. 
Performance should be shown in annual percentage rates, which might be broken 
down into yield and market value changes. Consideration also shot|ld be given to 
discussing pcrfoimance in dollar amounts. Indicating the dollar amount of yield 
(interest, dividends, rents, etc.) and the dollar value of the market price change ^an 
be very informative. The report should relate the dollar amount of market price 
change to the additions to and withdrawals from the fund in a reconciliation of the 
market value of the funds it the beginning of the year with those at the end of the 
year. This summary of fund transactions may be included in either the section or. 
the rtature of funds or in this performance •section. 

The results should be compared with'performance indexes that are well known 
to the public. If a fund includes a substantial equity portfoUo, the most common 
indexes for comparison are the dow Jones Industrial Average .and the Standard & 
Poor's 500-Stock Index (S & P 500). Even though there are reservations about 
the appropriateness of these two indexes as performance standards, it is important 



to include a comparison with at'jeast one Of them because of their wide use and 
acceptance as a measure of market conditions. There are, of course, other published 
mdexes that have considerable stature and that might be used for comparison 
purposes. 

The New Xovk Stock Exchange Index gives the average weighted perlformance 
Qf all listed stocks on that exchange. Or, comparison can be made with other 
managed funds, as measured by the Lipper Mutual Fund Industry Averages. These 
mutual fund averages are available by investment objective categories such as growth, 
balanced, or income, and might be used as comparative data when the objectives of 
the funds have similar purposes,. Performance data of the equity segment and 
fixed-income segment of the portfolio also might be separately presented and com- 
pared with related quoted indexes to give a more precise view of performance. 

When investment funds are of a permanent nature such as endowment funds, 
the pcrfurman<.e of investments should be presented for a period longer than one 
year. Three- and five-year compound average rates of return may be disclosed. If 
available, a ten-year period also may be used. While the one*year performance is, 
of course, important, the long-range investment accomplishments are the true 
measure uf performai^ce for permanent funds. In this regard, changes in investment 
philosophy or policies during the period selected should be disclosed so that a proper 
evaluation of the long-term performance can be made. ^ 

NAT4JRE OF Investments 

The report should disclose the major types of investments of a fund such as 
equities, fixed-income securities (both corporate and government), and real estate. 
These should be indicated in both absolute dollar amounts and in percentage figures 
A comparison with the same data for the previous jear-end is also informative. This 
section would be a good place tq correlate the objectives of a fund with the stated 
investment philosophy or with any change that has been adopted. 

Consideration should be given to publishing a complete list of all investments. 
If jt IS determined that a complete list is not appropriate, then the largest five, ten, or 
fifteen investments bhould be disclosed. When fixed-income securities make up 
a sizable part of the portfolio, a maturity schedule should be presented. 

Tables and CffARTs ' * , " 

Well-prepared tables and charts describing informatioh that writers of the 
report wish to convey are especially helpful. Generally speaking, a table or chart 
can more effectively present information for a number of year^ than can a text. 

Some tables and charts to be considered for presentation in an external report 
include: < 

1 1. A comparison of performance over several periods witif one or more market 
1 indexes. 

2. A five- or ten-year record of unit values and earnings per unit (which might 
also include comparative index figures). 



3. A five- or ten-year comparison of total market value of a fund, with its 
historic book value. , " 

4. A five- or ten-year comparison of portfolio make-up, by classification in 
both dollars and percent. 

Other Information " . 

Inclusion of the above information generally is considered necessary fo£ any 
external investment report. In addition, other items may be included in the report 
if they are pertincnrorsignificaTitr- — . , a 

Stock Lending Operations. If the institution is actively involved in stock lend- 
ing, this might be reported^ as^well as the income earned by this operation. 

Proxy Policy, In cases where committees vote proxies or where specific pro- 
cedures have been adopted fdr voting proxies, reference to the committee or pro- 
cedures should be made In the. report. , 

Investment h^anagemenr. It is important that the report describe how the funds 
are managed. This might be a simple statement to the effect that the funds arc 
managed cntirel> b> in-house personnel %x entirely bj independent investment 
counsel or b> soipc combination of the two. In addition, the report can include a 
full description of the various policies and .procedures that determine investment 
decisions. Also, any change in personnel oi n investment advisers should be noted. 

Research. The report may describe hew research is performed—whether 'b;y 
the institution, one or more firms, or a combination. If research is performed out- 
side the institution, it might be appropriate to state the institution's poIic> on reim- 
bursement for such services, either by fees paid for execution services {soft money) 
or by direct payment for services (hard money). 

Miscellaneous, Legislation that is pending, passed, or vetoed, such as the Uni- 
form Management of Institutional Funds Act, Ls^an item tipat could be included if 
considered important, as well as utilization of any technfcal procedures such as 
AuTex, Instinct, etc. " ^ 

Finallj, the report may incorporate the names of the governing board mem- 
bers and the finance or investment committee members. Othecs who might be in* 
eluded arc corporate officers in the finance area, investment staff, investment counsel, 
attorneys, and auditors. Often these names are placed either on tho inside, of the 
front cover or back cover of the report. • / 
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Internal Investment Reports ■ 

INTERNAL if^vESiMENT REPORTS are prepared primarily for management purposes 
and arc distributed to the investment committee of the governing board as well 
as to the corporate ojBccrs of the institution who arc concerned with endowment 
funds and their management. The in|crnal investment report, may serve as the 
.source document for preparing other rej^orts on investments of endowment fun(ls/ 

The following information should i?e incUidcd ln the basic internal report: ob- 
jectivcs and policies that govern investment of the funds, nature or character of the 
investments, and performance. While \i ib not necessary to present the infor- 
mation in this.order, setting forth the material in this sequence will jesult in a logical 
and understandable presentation. *^ \ . ' « 

Objectives and t*OLiciES / ^ 

Even though the objectives and policies governing the investment of ejndow- 
mcnt funds arc known to* the persons who will receive copies of the intcmAl mvcst- 
meni report, ibis still important to make these poHcits and objectives a part qf ^ach 
report. A clear understanding of the guidelines that have becn^establishcd znd of 
the investment objective for the funds will make eviiluation o^the detailed analyt 
jta! information in the icport more meaningful, Statcmctits of policies and obi.cctivcs 
should^include as a minimum: . - . " 

Performwtce objectives that have been established. If none has been estab- 
lished, then the plan that is followed Ihould be described, e.g., investing for some 
,jfrowtb^.but with safety of principal, mvesting for total return, investing primarily 
for yield, etc. If a "social responsibility" investment policy has been iidopted, it 
should bo includecH here. > ^ 

Method, used so make ittvestment decisions. Someone or some <:oxnmittcc 
obviously is making the buy scU decii.ions. The individual or committee delegated 
this responsibility and the procedures followed should be described. 

Method used to determine spendable income. If it is policy to spend only 
yield, this should be slated. If the total return concept is followed for .speeding, 
there should be a brief statement as to how spendable r^urri is computed. 



Qthcr significant policies or procedures that nia> have been adopted alsomightbc 
^considered for inclusion in this' section of the report. Such poljc> statements^mlght 
include degree of acceptable investment risk, per<;entage or dollar limitations fur 
investment in an> one compan> or industry, limitations on investment in unlisted oi 
foreign securities, investment in real estate, trading in options, aild stock lending. 
While policies r2lating to voting {Proxies need not be included in the internal rq>ort,,. 
they may be noted here if desired. * ♦ ; 

The policies and pruccdMres secijon of-an internal report might read as follows. 

^ Policies and iVoccdurcs * ^ 

A} its meeting in October 1968 the Board of Trustees adopted the policy 
to^tnve!si the endowment funds of the college to achieve maxirhum lOnil return 
assuming a reasonable degree of risk, the reasonable degree oJl risk to be 
determined by the board's Finance Committee. ^ 

^ Complete discretion in selecting individual investments has been dele- 
gated to an investment advi:>er. The Fipancpe Committee of the board mopi- 
iors»thc adviser's performance, but takes no part in the actual buy, sell de- 
cisions. Certain rcsiriptions have been placed on the investment adviser 
reg^tr^Jing lype^ and amounU of investments that arc permissible. 

As of December 3J, 1968. the pooled endowment funds were divided 
for managemcQf purposes equall> between Manager A and Manager 6. As 
of Januar> 31, 1973, Manager A was given the responsibility forl^naging 
one-half of the funds then hcTd by Manager B. As of May 1, 1973. the re- 
sponsibility fo^anaging t.\e investments held in the Chapel Fund was given 
to Manager A. and this fund then was commingled with the other pooled 
endowment funds that they manage. 

In October 1972 ihe board voted that all new moneys received foT 
endowment be deposited for investment purposes with Manager A. 

As a part of the total return investment concept, the l>oard adopted in 
January 1970 a formula for determining spendable return- Under this 
formula the amount of total return that can be used in any one year is cal- 
culated on the basis of five percenr of the average market value of the endow- 
ment fund^ during the three*year period ending one year before the 
beginning of the ytzr in which thcrelurn is to be .spent 

Endowment gifts arc deppsited directly into the endowment pool on the 
next valuation date. Ca^h reouired to make up the duTerence between yield 
and the amount approved by the board for use for current operations is with-^ , 
drawn quarterly from the endowment pool. ^ \ 

\\ri Rt OR ClIVKVrTtR IIF Nvt^TMESTS 

This part bf the Internal report provides a description of the investments held 
at the reporting date. It aUo pruvides. where there are 5eparatel> invested funds 
or where tllc management jf the funds has been delegated to more than one money 
manager, a breakdown of the funds by each location. 
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As a minimum, the following information is suggested: 
f I . A breakdown of all funds by types of investments, 

2. A breakdown 6f all funds by fund manager or investment loca^jon^ - 

3. A listing of the ten largest investments. 

Other informallon that also might be .included in this section of the internal report 
as a further description of the above might include: - - . ' . 

J.. \ breakdown by t;^pe of investment of the funds managed b> each fund 
I manager or investment loca^on, 

2,! A breakdown of common sto6ks by industry classification, 

3/ A schedule summarizingbond maturity dates, . ' 

\ ^. ;<?A complete listing of all investmeats, ' - ^ ^ . 

„ 5. A chart showing a comparison Of the investments by types* for the last five 
l.-or Cen.year$, ^ . * 'r'' 

The categories for reporting investments by types should include, *as a mini- 
ipum, Bhort-tcfm investments (including cash:), common stocks, preferred stocks, 
"corporati^ notes and bor\ds, ftrderal govcrjament obligations, real estate, real estate 
^ mortgaiges, apd inttrfund investments, How.ever, further breakdowns, where 

* anroMnts ^ire si;^ijificant,^ cap be informative, S,uch breakdowns might, include 
/nmudl funds 'ari3 convertible stocks and bonds. In addition to the market values 
of each type bf iavestment, th(^percentage that' each classification makes up of the 
tpt^l should b^ shoAVn, and all this Jnformatioii should be presented with compara- 
tive figures for the previous yegr-end,', < 

^* " ' * * , > \ > 

* r ■ ' ^Xypjes of Investments . 

' / " " ' ' ^ ^ " ; June 30, . / 



' ' - . . ^ ' V • ' t974 . . 1973 

. * V • JVlsirkct Value Market Value 

Conimpnv^tock? ^ ^$^^^000^000 ^ ''60% $46^750,000 ^65% 

(Convertible notc$ and bonds • ■ ' ;5;O0O,Opd\ 5 ,8,500,000 10. 

Shprt'icrfjijnvp^iments 'H l^^jOiSO ^ 7 > 2;550,000 

Other .corppr^tte notes and bonds^ ' . I^OOd^Qgd/ J5<f 17,000,000 20 

HSi goyernmeitt obligations : 3iOOO,6o6 ; , 3 .3,400,000' X . 

B^^i estate ^ *f 4,66D,ck^^- 4 ' -^-^ ' . 

Rtatcstatcinortgages . ' . 4j0dO,()0|P^ , *\4 ^ 4*250,000 .\S\ 

Loan$ -10 pfanUund <^ ' /i'!*^ ,2,550,000 *3 , 



;STW,9j(?^,<Jpp : . I00%V $85,000,000 100% 

. \ ' In many cases> the. investments^ df a college or university will be under the 
manag^inept oX more than one individual of firm^hd will be located in more than 
phe place, )i breakdown of thh to{al tunds .should be presented in the report, 
^howttg each of the major locations. > ^ / 



Location of Investments 



June 30, 



1974 



1973 



Manager A' ^ 
Manager B 
Manager ;C 

Trustees Memorial Fund 
The Cortimo^^Ffind 
Loans fo plant fund 



* Market Vl^lue 



% ■ 

< 24 . 



Market Value 

^ $3i;3Cp,oocit 



2,550^ 



% 

38% 
51 

;3 



As a minimum, a listing of the,ten largest investments should be includedjn, 
the report. However, if practical, a complete listing of all investments would be 
more informative. Where, thpfe are numerous shiall investments such as real estate 
mortgagee serviced by ir^epjendent mortgage bankers or financial institutions, it^ 
.wauld be appjiipriate_f.o summarizs^and^xepod^themJ^ servicing^gent 
rather, than individually. However, where mortgage loans are made by in-house 
persQnhel, the gov^ning board may wish to have them listed individually. 



Ten Largest Investments 



Shares by Investment Location 



Market Value 
June 30, 1974^^ 





^ Manager Manager Manager 




Per 




A A 


B ^ 


C 


Total* 


share 


IBM 


3,500, 


4.500, 


5,000 


13,000. 


sii3. 


Xerox 


4M 




8»po6. 


1^,500 


115 


Procter and Gamble 


3,300 




8^900 


17,000, 


160 


Minnesota Mining 


7,500: 


4,000 


7,500* 


19,000 




Merck 


3,60d^ 


6,000 


8,060 


17,000 




Eastman Kodak 




5,000 


6^ 


M»566. 


* 104 


AMP 




a6,5oo: 


13,000" 


29,506 


39 


Sears, Roebuck 


3;000 


5,000 


5,000 


13,000 


^ 83 


Caterpillar 


8,000 


4,600 


6,600 


18,000 ' 


59" 


Citicorp 


- 7,000 


14,000 


13,000 


34,000 


31- 






Total other common stocks 








Total all common stocks 





Total in 
millions 

$ 2,768, 
■ i242 

i,76o;, 

1,406, , 
r,343 
i IA96 
1,150 
2;079 
M.062 
. 1,054'. 

515,000^ 
45^000 



% 

tm 

2.8 I. 

2.2 
2.0 
1:9 
1.8 
1.8 • 

1.8 . 

2510% 
75.0 . 



• $6o,ooQs ioo;o% 

If common stocks comprise a substantiaLportion of the investment portfolio, a 
further breakdown by jndubtt} classification is informajtive. Also, if there are several 
managers, a comparisdn of the amounts invested in ^ach industry classification by 
cacft manager often will provide revealing information ^bout each manager's invest- 



ment strategy. 
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When corporate notes and bonds and other long-term debt are significant port- 
folio holdings, a summary of these investments b> maturity dates is useful, Custp- 
dians'and professional mone> managers often group long-term debt investments 
into such cldssifications as government obligations, utility obligations, and indus- 
trial obligations. 

A chart showing the<pcrce>itage of funds invested fn each type of security as of 
the end of the fiscal year for thp last five or ten years is interesting. While such a 
graph might be included in an internal investment report, it more often is included 
in external special investment reports. / ' 

Performance 

The performance section of the internal, report might contain a significant 
amount of data that is too complex for the layman. Accordingly, it is suggested that 
the. report begin wilh a "highlights'' page, presenting and summarizing the most 
important data. The minimum information that should be presented in. the perform- 
ance section of the internal report includes: V 

I. An analysis of the change in market value of the entire endowment fund 
and of any separately managed portions of it from the beginning to the 
end of the reporting period.^ 
,2. The total return. realized by the entire fund and bx each separately man- 
aged portion for .the reporting period and the average for the last few 
reporting periods in both doUars'and percent. (Care must be exercised to 
define the reporting period for the reader, e.g.* trailing* twelve months^ 
calendar year, fiscal year, etc.) For reporting periods of more or less than 
twelve months, yield and total return figures should be annuali2fedr''^ 
3. A comparison of the pQrqentagejchanges in unit value of the totaljund, 
. and each separately managed pprtion, with various leading indexes such as 
the Dow Jones Industrial Average and the Standard & Poor's 500-Stock 
Index. (A^o/e.* These are equity Indexes only.) 
^ 4. The yield realize^ per unit, in both dollars and percent, for the ent re fund 
and for its components. 

The same information may be applied to separately invested funds, such as separatelj^ 
invested endowments an^ pooled income and annuity funds, if they are significant to 
^the institution. ' 

Other information that might be included in this section of the report would bQ. 

1. The yield realized by major types of investments such as^common stocks 
and fixed-income securities.'' 

2. The amount and number hi units taken from the funds to supplement yield 
ii^ arriving at spendable return (when a total return formula has been usecj. 
to devebp the amount of totdl return used for current operations). 

3. The toj^l return realized by major types of investments such as common 
stock;;, long-term bonds, or short-term investments. 

4. The change in unit values of major types of investments such as common 
stocks, long-teriti blonds, or short-term investments. 



5. A comparison of the change in unit values noted in (4) above with the 
change in the Dow Jones Industrial Average, the Standard & Poor^s 500, 
the Dow Jones Bond Averages, and other indexes. 

6. Performance of the ten largest investments. 
7* Risk or volatility measurements of the fund. 

In addition to this information, the report also might be improved by the 
inclusion of several charts or graphs, such as: 

I. A five- or tcnr^year Cbmpanson^of year-end, month-end, or quarter-end 
unit values for the endowmenf^fund and, or each major pool or fund that 
a?^ separately invested. \ . 

2* A five- or ten-year comparison of earnings per unit for the endowment 
fund and/or each major pool or fund that is separately invested. 

3. A five- or ten-year comparison of the^ market value and the historical cost 
of thcJund. " ^ ^ 

^ 4. A five- or ten-year summary of xield ^s a percent of historical cost and of 
market value. 



Highlights 

As suggested above, a highliglits section can be helpful to the reader in pro- 
viding a broad view of what has happened and in directing attention to key points. 
A highlights section is most effective when it is brief and the data are attractively 
displayed for eas> reading. This section should be placed at the beginning of the 
report, and accordingl> should include not only highlights on perfornfiance, but also 
highlights on the nature or character of the funds. Data that might be included in 
such a section arc: ^ 

1. Analysis of change in total market value of investments from the be^nning 
' of the period to the end. ^ • 

2. A bre^Jkdown of investments by portfolio manager as of the reporting date 
compared with the beginning date. 

3. A summary of types of investment on t^e reporting date. 

4. The total performance of investments for the period. 
A sample highlights section follovt^s. 




\^ Highlights 



Change in Valuation 
Market price beginning of year 
Additions 

Witiidrawals for current operations' 
Market price decline , 

Market price end of year 

Portfolio Management (at market) 
Manager A 
Manager B 
Manager C 
Other 



Fiscal year ending 
June 30, 



1974 :J 

5,960,066 

(700.000) 
(l2jm(X») 



$31,600,000 

n,40p;6oo 
9^760,660 
10,260,000 

$62,900,000 



1973 



$69,200,000 
5,606,660 

<66o,oo6) 

(3.800,066) 



$62i96D;000 S7O,4O0.66o 



534,200,000 

12,506,606 

9,600,000 
$70,400;p00 



Types of Investments (at market) 
Common stocks (73.1% and 81.0%) 
Short-term investments 
Long-term corporate notes and bonds 
Other 



$46,000,000 
8^400,000 
6,200,060 
2,300;(X)0 

S62,900,600 



$57,000,000 
" 4,200,000 
6,500,000 
2,700,000 

$76,460,000 



Investment Performance (total return for year) 

Manager A —14.2% +6.6% 

Manager^ " > —18-7 —3.6 

Manager C ^ —19.1 —7.7' 

All funds combined * ' — 14.4 , , — 2.5 

Dow Jones Industrial Average ^ — 6.3 — 0.6 

S & P 500 —14-3 , 0.0 



Analysis of Change in Market Value 

The analysis of change in market value of the total funds should be similar to 
the statement of changes in fund balance for the endowment funds in the institu- 
tion's annual financial statement if endowment funds arc being reported at market 
in this statement. However, because this is an ihvesitment report and is not intended 
as an analysis of the details making up the changes, the transactions for the year can 
be summarized in three groups, total additions to the funds, total withdrawals from 
the funds, and total change in market value (appreciation or depreciatioh) of the 
funds. The report should contain such an analysis not only for the total endowment 
fund, but fox each individually invested pool or fund. 
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Total Return ' . — 

Performance on a total return^ basis should be presented for all funds combined 
as well as for each separately invested pool or fund. Because there are different 
methods of calculating total return (which provide different results), the report 
should indicate how the returns are calculated. The time-weighted method is consid- 
ered the preferable method for making these computations. This method takes into 
account the timing of the cash flow (see Appendix B). 



Summary oV Investment Performance 







Year ended June 30 


, 1974 




Rate 


Market 






of 


^ price 


Total 




yield 


change 


return 


Pooled Endowment Funds 








Trustees Memorial Fund 








Mariager A. 






—14.2 ' 


The Common Fund 


3.6 




■r-l<S3' ' > 


Managl!^ B / 








ManagcrvC 


J '3^r-% 


'-^22.3 


—19.1 


All endowknent funds combined 


3;6 




r-m 


Comparative Performance Indexes 




<» 




Dow Jones Industrial Average 


3J% 




--63% 


S&P500 , 


3.2 


—17.5 . 


—14.3 


Lippcr^-Mutual Fund Industry Average 






-rI3.0 


Lippcr— Growth Fund Index 






—15.3 


Lippcr— Growth and Income Fund Index 






—10.9 



Note Rate of yield percentages have been computed by relating total earning^ 
for the year to the average .month-end market price of each fund. Market price 
changes have been computed based on the .beginning and ending unit values for 
each fund. 



Changes in Unit Value 

As support to calculation of total return, the change in unit values should be 
shown in the report together with the percentage increase or decrease for the year. 
This should be done for the total fund and also may be done for each separately 
invested pool or fund if kept oh a unit basis. Because the major quoted stock aver-, 
ages cover only changes in principal balance (and not yield), it i^> important to 
present data that can be compared with these indexes. 
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Changes in ]Unlt Value 



Unit value 



Junc.30, 1969 to June 30, 1974 (5 yeab) 
Manager A ^ 
All endowment funds comq^incd 
Trustees Memorial Fund 
Dow Jones Industrial Average 
S&P500 
Manager B 

June 30, 1973 to June 30, 1974 (1 year) 
Dow Jones Industrial Average 
Trustees Memorial Fund j 
Manager A 
S&P500 

AH endowment funds combined 
Manager B 
Manager C 



Beginning 
. of period 

I00.00g)> 

mm, 
mm. 
moo6: 



90M$ 



End of 
period 

.7Mm 



Ghangc 



% 

Change 



M7.J4> 

,—1:735 



Comparison .with Indexes ^. 

As a means of providing a basis on which to judge the performance of funds, 
comparative data.should be given on the performance of selected ma^lcet indexes. 
There are maivj^jipdexes available that might be used for comparispn, and the 
governing board ojr.^he investment cohimittee of the board should determine what 
indexes will be used. It may b^ that different parts of the fund, partjfcularly jequities, 

- will be compared with different indexes. As a minimum, however, the total return 
and the change in unit value^ should be comj)ared with the Dow Jones Industrial 
Average and the Standard & Poor's 500-Stock Index. Performance figures are 
available for these indexes poth on 3 tota\ return basis (yield included) and on a 
straight principal basis. These two indexes generally are considered the b^st bench 

. marks for comparison, not because they necessarily are more correct than other 
indexes, but because they are so widely used. 

Yield Realized 

There is general agreement that the rate of total return is the single most im- 
portant figure for measuring performance. The majority of ^institutions, however, 
spend only yield and have not adopted the total return concept for spending pur- 
. poses. Accordingly, it is important to report yield in terms of total dollars, dollars 
per unit, and as a percent of market value not only for those institutions thpt spend 
only yield, but also for those that follow the total return concept^ for spending. One 
method of making this calculation and displaying this information follows: 
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Rate of Yield and Total Return 



'The Al! 

Manager Manager Manager Common endowment 

A B C Fund funds. 

Market Value of Investments " 

June 30, .1973 SWOM Slimm ^i4,l<a,4<» $906,000 $70,4C»,700; 

July31, 1973 3<,m70p BmM BMSW 961^ 7^.270^800; 

August 31, 1973 35^;lCt>'; 12,681,500 K,570.3<»^ »3M0O 72iS9I,406 

September 30, 1973 36^574^ Wjm^ nJilX^^ 

October 31, 1973 3a,Ug,80^ l2iS7MOO; 14^# 974,#0 . 74i»is»006. 

November 30, 1973 34^367,100 11,13«,406 12^13,800 i47,dOO 6^ lOft 

Pccembcr 31, 1973 35;009,i00 ll;O24,0bO 12:4M,(566 tJO^OO n^^O17,506 

January 31, 1974 34,l34;3qo 10,7^6^ 12;i06,4^. mjm M,mm 

February 28, 1974 33,535,300 10,830,406 12,Q49,70O 84l;<0a^ «333{^ 

March 31, 1974 , 33.025,900 10,6W,iS60 11,938,100 110,900. fi3,083,00tt 

April 30, 1974 32ilj[M00 10,181,400 ili61«,806: 775,»0 $1^1,860! 

May 3U 1974 31^922,200, \ 9,925,900 ll^«44,7qO^ 740^700 «),m200: 

June 30, 1974 31,606,200 9,flM;500^ H,381,lfi(D 725,300 62,917,^ 

Average Market Value $34,297,100 $H,423;300 $t2,991;9pO $863,300 J<;67;248i60(l^ 

n073,788 364,779^ 201,578 30,964 2,050,225 

Rate of yield , , 3;13% ; "-3.19%, U5% 3;59%^ ZM% 

Change m market value _ - 

(from unit value . . ^ - 

computation) —17.34 —2126 — 20v29 --^^19.94 - ---17*43^ 

Total return -^U.2\% -19,07% -I $.74% —16^35% — R34% 



Other Performance Information 

While the above information is considered essential for an internal investment 
^ report, there are other data that could be included that would be helpful and informa- 
tive to readers. The relevance of other information would depend to a large extent on 
the types of investment funds and objectives established by the governing board. 

Total Return by Types of Investment. When performance is broken down by 
types of investment, the bteakdown usually goes no further than between equities 
and fixed-income securities. While these classifications could be divided further, the 
difficulty in developing additional data generally is more than the benefits derived. 
Separate unit values must be computed for each type of investment tieing monitored, 
^and income must be separately accounted for. This type of information is par- 
ticularly informative when the governing board by policy has establishe'd limits on 
types of investment. * ' ' 

Change in Unit Values of Different Types of Investments. Unit values of dif- 
ferent types of investmentis must be calculated if total return for <jach type of in- 
vestment 's to be reported. If unit^valuds by types of investmeiU are available, they 



might be included in the report and compared with related market indexes. It can 
be argued that a true comparison of performance is to <;ompare changes in unit 
values of equities with changes in common stock market indexes and that changes in 
unit values of fixed-income securities should be compared only with indexes that 
specifically show value changes in fixed-income securities! 

' '* * 

Yield Realized by Types of Investments, A segregation of yield by dividends, 
interest, rents, and other, together with a reporting of ihese amounts on a unit basis, 
will complete the 4ata on the performance of different types of investments. Again, 
when .yield is considered an important objoclivc by the governing board, this type 
of information becomes an important part of the internal report. 

• * 

Withdrawal Policy 

If the total return, concept for spending is followed and the spendable portion 
of total return is greater than the yield provided by the investments, the total 
dollar amount ity excess of yield that was withdrawn for expenditure and the re- 
duction in nunjber of units it represented snould be shown. The reduction in num- 
ber of units also should be stated on a percentage basis so that the reader knows the 
degree of principal utilization. When ll^e reduction in number of units is not made 
across the board, because some individual funds have market yalues less than their 
historical cost, this fact and the effect it has on the funds from which this withdrawal 
is made also should be shown. ' ^ / ^ 

/ 

Performance of the Ten L/^koEST- Investments 

/ 

The individual performance of the ten largest investments is information that 
is interesting and often revealing. The calculation of performance data can be made 
on tlie basis of one share held for the entire year. If there have been significant 
additions or withdrawals in one of these ten securities during the year, a notation 
should be made so that performance data are not misleading. 

Measures of Risk . \ * 

While generally considered of doubtful reliability, such measurements of risk 
as the alpha and beta coefficients do give somp indication of the volatility to which 
the portfolio is exposed. A general reference to the subject is considered better than 
a specific reference to the beta of each holding, although the average weighted figure 
for the portfolio is necessary in order to relate it to the market as a whole. 
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Annual Financial Statements 



THE INDUSTRY AUDIT GUIDE, Audits of Colleges and t/mverrf//e5*,lprepared by the 
American Institute of Certified Public Accountants' Committee on Cgllege and 
University Accounting and Auditing (New York: AICPA, 1973)* and College and 
University Business Administration (Washington, D.C.: National Association of 
College and University Business Officers, 1974) are the current authorities on what 
information should be included in the annual financial statements of colleges and 
universities and how that information should be displayed. In relation to investments 
the audit guide states: ^ 

*The financial statements or notes should set forth the total performance 
(i.e., yield and gains and losses) of the investment portfolio based on cost and 
jparket value." (page 9) ^ o ' 

**As a permissible alternative, investments, exclusive of physical plant, may 
be reported in the financial statements at current market value ^r fair value, 
^ provided this basis is used for all investments of all funds. When using this 
alternative, unrealized gains and losses should ht reported in the same manner 
as realized gains and losses are reported under the cpstvbasis.**' (pages 8-9) 

The guide also indicates that a summary of investments is one of several schedules 
"whiph might prove to be useful and informative," 

The two standard references describe the minimum information to be included 
in the annual financial statements on endowment funds and their investment. 

This information may be summarized as follows: , ^ 

1. The financial statements or notes should indicate whether investments are 
recorded at cost or market. 

2. If investments arc recorded at cost (or market value at date of receipt, in 
the case of gifts), their market value, as of the balance sheet date, should 
be disclosed either parenthetically on the balance sheet or in the notes 
thereto. If the financial statements include cost figures for the preceding 
year, j.hc market value of investments for the preceding year also should be. 
reported. 
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3. The financial statements or notes should show, as a 'minimum, a breakdown 
of investments between marketable securities and other significant types 
of investments. ^ 

4. The financial statements or notes should disclose the composition by types 
of endowment and similar funds (true, term, and quasi), and the market 
value of the applicable investments if the fund balance breakdown is on a 
book\alue basis. 

5. The financial statements or notes should disclose, when material, the 

amount of endowment funds for which the income is restricted/ 

' * '> , 

6. The financial statements or notes should set forth the total performance 
_ (yield and realized, anc} unrealized gains and/or losses) of the investment 

portfolio. V / 

7. The notes should include a brief description of any policies - applicable 
to the accounting for endowment and similar funds and their assets and 
related liabilities not otherwise disclosed, such as information regarding 
the accounting for pooled investments and interfund loans. 

If a college or university wishes to give a fuller and more complete report on 
its investments, the following is suggested additional information that might be in- 
cluded:" 

1. Investment performance for the year on a percentage as well as on a unit 
" basis. Historical information on performance of prior years also would be 

informative, and calculations should be^consistent from year to year. There 
is increasing interest in an additional percentage computation of return on 
a cumulative, compounded basis for any particular period of years. 

2. A comparison of investment performance of the equity portion of the port- 
folio with a leading market index such as the Dow Jones Industrial Aver- 
age or the Standard & Poor*s 500 on a total return basis. ^ 

3. Information, when material, on the institution's stock lending activities, if 
any, and trading in options, if any. 

4. Information, when applicable, on any "social responsibility" investment 
policy or any pther important investment p^qlicies, together with significant 
amoujits of securities held under restrictive covenants governing their dis- 
position. 



\ 



23 



Appendix A: Unitizing Investment Portfolips . j * - 

IT IS ESSENTIAL that investment portfolios be. unitized if accurate performance 
figures are to be determined and presented. Unitizing a portfolio is^not diflBcult 
'i? certain basic information is available. This information includes the d^te and 
amount of each addition or withdrawal from a pooled Jijvestment fund and the 
market value of the fund at the time of each addition or withdrawal. TIic most 
accurate calculation of a unit value requires daily valuation of the portfolio. How- 
ever, while this is done by mutual funds, the most common college or university 
practice is to calculate unit values on a monthly basis. The unit value at each month- 
end is then used in calculating the new units added or the value of the units with- 
drawn during the subsequent month. Although some institutions calculate unit 
values quartcrl> or even less often, it should be realized that the resulting^perforim- 
ance figures beconie less precise. ' - * 

The procedure followed in palculating junit values and changes in number of 
units resulting from additions and withdrawals is as follows: 

1. The total market value of the fund at any time is divided by the numbet 
of units then outstanding to determine the value of each unit (unit vafue). 
If the fund ha& not previously been unitized, an arbitrary value (usually 
$10 or $100) is assigned as the beginning unit value, and this amount is 
divided into the market value of each endowment fund in the inveStmei)t 

\ pool to determine the beginning number of units owned by each fund. 

2. When additions are made to a fund, the value of the addition is divided , 
^ b> the unit value (determined immediately jprior to the addition) to arrive 

at the number of units assigned to the addition. These new units then are 
addecl to the prior number of units oulstandinjg to arrivc/at the new number 
of units outstanding. / ^* . , \ 

3. Whqn withdrawals ar^, n^de from thejund, the number of unils b^ing 
, ^withdr^wn i§jmu^t|plie^.by the currentyOnlf value to determine the amount 
/ of cash or markc^^vlkiuc. ot^ecurities ^at shouldl be withdrawn. When the 

amount of ca^h^^qU'or secuntieslo |)ewithdraAyn itov(i the fund is known, 
that amo|jrl|[.js djvjded by the. current unit value to determine how many 
units are to be removed. / . 



Calculation of Unit Values 

Assume:* Market .value of. fund: 

Number of units outstanding: 



Then: 

Additions 
Assume: 



Then 



„ . , . $250,000 
Unit value is '^ Jqq^^^- 

Market value of fund immediately 

" prior. tb time of addition: 
Number of units outstanding: . 
Unit value: 

If $125,000 is added to the fund, 
the additional number of units 



added is 



$125,000 
$125 



or: 



AjS proof that this calculation is correct, divide the new 
fund immediately after the addition ($ai2,500 + $125,000 
by the new number of units (2,50Q + 1,000 = 3,500). The 
be the same unit value .as immediately prior to the addition: 
$437,500 

~^-~Q-^=:^$125 

* » • 

A worksheet showing monthly-calculation might appear as follows: 



$250,000 
. 2;500 

$100 



$312,500 
2,500 
$125 



\^ 1,000 

^\ 

value df the 
: $437,500) 
result should 
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Additions and Withdrawals 



Market 






•Number 


value 


t 


Unit 


' of 


of fund 

June'30 - $250,000(A) 


Amount 


value 


units 


$ n,5od 






Tuly additions 


5100.00 


175.00 


July withdrawals 


(6,500) 


100.00 


(65.00), 


July 31 J325,000CA) 








Aug:ust 




A 





kit 

.value 



additions 

August 

^^thdrawals 
August 31 
September 
additions 
September 
v^ithdrawals 
September 30 
October 

additions 
October 
withdrawals 
October 31 ^ 
November 
additions 
November ' 
withdrawals 
November 30 
'December 

additions 
December 
, withdrawals 
December 31 



$400.000(A) 



Number 

- ?^ 

units > 
put- 
standing 

2,50d.00 $!00.00(B) 

2,675.00 

2,610.00 

i;6io.0Ci $124.52- ■ 



$ 36;000 $124.52 * 289.11 ZS^l 

(ll,452XQ'' fS54.52 (lOQlOO) '2,799.11 

. - - . .,-2J799jl $142.90 



— < 



$ 100,000 $142.90 



$425,000CA) 



/ 

S5a),000<A):. 



$ 50,000 $121.47 
(lOO.OOOXD) -,.121.47 



, 41 (62 
(82X2^ 



$525,000(A) 



' $ 25,000 



$no.o5 



3,498.90 
'3,498.90 

3,498.90 $121.47 
'3^910.52 

3,087:27 $16156 

■- 3,0*87.27. 

3,087.27. 
. 3.087-27, SnO.05 

147.02 ^ 3,234.29 ' * ^ 

^ > '3,234.29 ^ 
^ • 3;234;29 $1$4.59 \ 



$500,OOOfA) 

Notes. (A) Market value of fund at each month-ejid taken from a detail listing of 
assets heI4 by the 'fund on each elate. ' ■ 

(B) Unit VSluc arbitrarily established as SIOO on tyginning.date of fund. ^ 

(ci Vi tbis^ase the board is withdrawing ^ certain number of units (I00> 
. ..arid tfic^'cash withdrawalMs detc^rmincd by multiplying the unit value 
* ^times thc^^umbcr of units being withdrawn. 

- ^ (D) In this case the bomd is withdrawing a specified amount of mopey and 
the related number of units to be \xithdrawn^is determinc^^ by dividing 
that amount by ih^ unit value^* 

t. . . ' ' ' 

The numb-er of unifs and unit vaUic should be carried out to at least two decimal 
places for reasonable accucaqy^jin related performance calculations. 
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Ap.pencik,B: Calculation of Rates of Return 



Ik HIS BOOIC on the measurement o£ endowment fund performance^ J. Peter Wil- 
liamson descfihes five methods^of calculating annual rates of return.^ 'Three of 
these are described as "approximations" and^ two' as "exact methods." The two 
exact methods are referred to as the '*dollar-weighted rate of return" and the "time- 
weighted rate -of return/" When there are inflows and outflows of money from a 
fund, thv time^weighted method should be- used in measuring performance because 
it takes into coiisideration' the timing of the cash flow. , \ 

The differences l^etwecn the approximate methods and the exact methods result 
fXQm the use by the exact methods of more information relating to the" dates on 
§fhich intbme is received^by the fund during the year and the market valuations of 
the portfolio on those dates. Using income and valuation information on a day-to- 
day ^basis provides the most precise results. However, because of the difiiculty of 
making daily calculations, the generally accepted practice is to determine income 
and market valuations on>a monthly basis to arrive at annual rates of return. If 
valuations are made less often, the results become more approximate, and this 
should be taken into consideiation when results are compared with other palcula- 
tioi\s made oh a more preqisc basis. 

The formula for calculating the annual time-weighted rate of return oh a" 
monthly basis is: 



wHbre; 



1 + R = (1 + ri)(l + ro;)(l +.r3) .\ . (I + rio) 



R = ahnual ratex)f return 
r = monthly rate of return 

ft = rate of rctutn for first month 
^ rs^^is: rate of return for second month 
^3 . , , tiz = rate of return for other months 



J J, Rejcr Williamson, Perfurmance Measurement and Investment Objecthes for Educa- 
tional £naowmen( Funds (New York, The Common Furid» 1972), 



Example 



Assumptions 



July ^ 
August 
September 
October 
November 
December 
January 
February 
March , 
.April 
May 
'June 



' Number of units 
outstanding at 
beginning of month 

373,137 ' 
373,137 
■375,536. 
383.515. 
' 400,255. 

■ 414,273 
414,273 
- 41^73. 
414,^3 
414,273 ■ 
414;273 



Income received 
during month 

S 56,372 
45;O70 
79,3?7 
36,335 
98,872 
122,973 
<Si^«6 
99.025 
99,i48 
?4;027 
58,631 

^^1,545 



■ Earnings _ 
per unif 

3 ,151 , 
.12.1 
.211 
.147: 
' .247 . 
.306 
.161 
.239 
i39 • 
.203 
.142 
.302 



$2,469 







Calculation of Unit Values 




Assumptions 


Marlcet 




Outstanding 


Unit 




value 


Amount 


units 


yvalue 


June 30 


$34,210,300 




373,137 


$9I;683' 


July 31 


36.000^700 




■373.,137 


96.'481' 


Deposits 




$ 231,500 


i,399 




August 31 


* 35,299,100 


750.000 


375,536 


93.997 


Deposits 




7,979 




September 30 


36,574,200 




;i83,515 ■ 


■ 95.366 


Deposits 




1.596,449 


16,74(). 




October 31 


.38,118,800 




400,255' 


95i236: 


Deposits 




117,210 


1,231 




November 30 


34,307,100 




401,486 


^85;450 


Deposits 




1,^)92,646 


12,787 


Deccmbcr-3 1 


35,009,800 


< 


414,273 


'84.50J> 


January 31 


34,134,500 




414.173 


82.396 


February 28 * 


33,535,500 ' 




414.273 


80.950 


March 31 


33,025,900 




414;273 


. 79.720, 


April 30 . 


iin8,i0o 




414^73 


77.529 


May 31 


31,922,200 


214,516' 


414A73 


-77.056 


Deposits . 




2,784 ' 




June 30 


• 31,606,200 




417.057 


75,784 


Total 




$4,002,321 










28 






23 






> 





Calculation of Change in Unit Values 







T Tntt Viilti^ * 
^wUii VdiUCo 






^ Beginning of month 


End of tifonth 


! ■ " — 

Unit value change 


July . 


$91,681 


$96,481 


$».798 


August 


.?6.481 . 


93.^7 * 


—2:484 


September 


9y.m 


95.366 


1.369 


October 


9S3SS 


95.^6 


— .130 


November 


9^.236 


■ '85;45b ■ 


' -9,786^ 


JDecember * 


85ASO 


84:509 


-.941 ■ 


January 


84.509 


82.396 


.— ill3 


February 


- 82.'396 


" .80,950: 


— Ii446 


March 


80.950 


'79.720 


—1.230 


April 


79.720 


77.529. 


—2.191 


May 


77:529 


77.056 


— .473 


June 


77.056 


75.784 


—1.272 



Calculation of Monthly Rate of Return , 







(2) 


(3) 


(4) 






Earnings 


Unit 




Unit value 


' .Monthly 




per 


value 


Total <■ 


beginning 


rate of return 




unit 


change 


(l)+(2) 


of month 


(33t4) 


July 


$ .151 


$4,798 


$4,949 


$91,683 


. '5.40% 


August 


.121 . 


' —2.484 


.,—2.363 


96.481 • 


— Z45 


September 


.211 


1.369 


1.58Q 


• 93.997 


1 .68 


October 


.147 


— .130 


i0l7 


. 95.366 


.02 


November 


.247 


— 9;786 


—9.539 


95.236 


— io;o2 


December. 


.306 


— Mt 


-r-.635 


85.450 


— .74 


January 


.161 


— 2.fI3 


— 1:952 


84.509 


-r-241 , 


February 


JJ39 


— J;446 


—1.207 


82.396 


— 1.^6v 


March 




—1.230 


— .991 


50.950 


—1.22 


April ' 




—2.191 


—1.988 


79.720 • 


—2.49 


May 


*.14i. 


— .473 


— .331 


77.529 


— .43- 


June 


.302 


— 1J172 


— .970 


77.056 


—1.26 



Calculation of Annual Rate of Return 
I + R = (1 + Tx)(l + etc. 

1 + R « (I + .0540X1 — .0245)(1 + .0168X1 + .0002X1 — .1002X1 — .0074) 
(1 — .0231X1 — .0146X1 — .0122X1 — .0249X1 — .0043X1 — .0126) 

I + R « (1.0540)(,9755)(1.0068X1.0002)C8998X.9926X.9769X.9854X.9878) 
(.975 1X^9957)09874) 

I + R = .8513 
R - -14.87% 



Using the same basic figures as above, a less precise calculation would be as 
follows, using income and unit values calculated on a quarterly basis: 




Assumptions 



Total 



Calculation of Unit Values 









Outstanding 


UlUt 




Market value 


Additions 


units 

< 


value 


June 30 


$343I0.30a 




, 373.137 


$9I:6iB3 


Deposits 




$ <^f,5qo 


m,% 




September 30 


36,574,M& 




383i«42 


95.2«5 


Deposits 




2,806,305 ■ 






December 31 


35,009SS00 




413^ 


84.709; 


March 31 


33,d25,SKX) 




!413i294 


75^0^ 


Deposits 




214,516 


2,^5 




June 30 


31,606,200 




415,579,. 





$4,002,321 



Assumptions 



iiilv — September 
October — ^December 
•Januafry — March 
April— June 



Earnings ^>cr Unit 


Number .of units 
' outstanding 
beginning 
of quarter 


Income 
received 
during, 
quarter 


Earnings 
per unit 


3733117' 
383;84Z 
413,294 
413,294 


$180,829 
278,180 
264,819 
' 267;717'* 


$ *4S5 
.725 

m 

.648 




$99l;545 


$1499 



Calculation of Change in Unit Values 



July— September 
October — December 
January— March 
April— Junj 



Beginning 
of quarter 

$91,683 
95,285 
84,709 
79,909 



Calculation of Quarterly Rate of Return 



Unit Values 



End of< 
, quarter 

$95,285 
84.7W 
79,909 
75^,80 



Change 

$ 3:602 
—10.576 
~ 4,800 

— 3.929. 





(0 


(2) 


(3) 


(4) 


(5) 




Earnings 


Unit 




Unit value 


Quarterly 




per 


value 


- Total— 


-beginning -rate-of-returiL 




unit 


change 


(l)+(2) 


of quarter 


(3)-5-(4) ■ 


July — September 


$ ,485 


5 3.602 


54.b$7: 


$91,683! 


• 4;46% " 


October— December 


,725 


—10.576 


A-9.85f 


95.285 


—10,34 


January — March 


.641 


— 4.800 


—4.159 


84.709' 


-.4;9I 


April — ^Junc 


, ;648 


— 3.929 


—3.281 


79,9k 





25 



SO 



f 



Calculation of Annual Rate of Return 

t + R = (I + .0446X1 — .l634){l .0491X1 — .0411) 
I + R « (I.0446X.8966){.9509X.9589) 
I + R = ,8540 
R = -^-14.60% 

Calculation of Average Rate of Return over Several Years 

While the calculation of annual rates of return is essential, the calculation of 
an average rate of return over a period of several years may have even more sig- 
nificance to management and the public than a one-year figure. Th^re are at least 
three different methods of calculating such an average. They are referred to as the 
arithmetic average, the internal jate of return average, and the geometric average. 

The arithmetic average is calculated by adding the yearly rates of return and 
dividing their total by the number of years. The resulting average is not a compound 
average rate of return and therefore is not an accurate measurement for judging 
portfolio management. The internal rate of retuwi is found by calculating the dis- 
count rate that brings the ending fu^fl valuation and interim transactions back to 
the beginning fi^d valuation.^ The internal rate is a compound average, but because 
the timing of additions and withdrawals affects the results, it is not considered a 
good measurement for judging portfolio raanagemeht. The geometric average, on 
the other hand, is ^an average that reflects a compound rate of return for the period, 
and is hot affected by the timing of additions and withdrawals. It is the average 
that should be used in judging portfolio management. 

The formula for computing the geometric average is: 
^ (1 +R)" = (1 + r,)(l + r,)(l + H) . . . (1 + r„.,)(l + r„) 



where: 



R = geometric average 
r = annual rate of return 
n.= number of years 



4. 
> » 
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Example . • 

Assun^iptions 

Individual yearly 

Year rates of return 

1970 —12.5% 

1971 35.2 

1972 ^ ' 9.7 

1973 — 6.5 

1974 —14.2 

Calculation 

(1 + R)5 = (1 .125X1 + .352)(1 + .097)(l — .065)(1 — .142) 
(1 + R)5 = (.875X1. 352X1. 097)(.935)(.858) 3: 
(1 +R)5 = i.04i 

R « 
R = 1.008—1 
R = .8% 

The above rate is the compound rate of return earned by the fund for the five 
years ended 1974.. 

Pricing Nonmarketable. Investments 
AND Investments Difficult to Value 

Some portfolios contain investments that have no quoted' current market 
values. Such investments include spme unlisted equity securities, private placement 
notes and bonds, real estate investments, oil and gas rights, home loan mortgages, 
etc. As noted earlier, monthly .market valuations are necessary if accurate com- , 
putations of total return rates are to be made. Accordingly, if investments of this 
nature are significant, serious consideration should be given before they, are included 
in a unitized pool with other marketable securities. As an alternative, these invest- 
ments may be unitized in a separate pool. All such investments might be placed in 
one pool, or each type of inv£stment might be measured separately. 

The actual determination of a fair market value for these assets might be made 
only once a year. Professional appraisals, capitalization of earnings, and adjustment 
o( interest ra^cs arc only a few of the ways that a fair current value might be placed 
on these investments. However, where there is lack of substantive support for 
appraising the investments at a price higher or lower than their C9st, strong consid- 
eration should be given to recording them at cost, since this is the last known true 
market value. 
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